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QUESTION 1         [15] 
 
1.1 What is the primary distinguishing factor between the money market and the 
bond market? 
A. Minimum investment amount 
B. Source of income from instruments 
C. Method of trading 
D. Maturity of instruments 
 
1.2 Karabo buys previously traded shares in company A on the JSE. The price at 
which Karabo bought the shares is referred to as the 
A. par value 
B. market value 
C. book value 
D. intrinsic value 
 
1.3 Which of the following statements regarding bonds are correct? 
i. If the bond price is higher than the principal, the bond is trading at a discount. 
ii. Bonds represent a higher risk to investors than equity instruments. 
iii. If the bond price is higher than the principal, the bond is trading at a premium. 
iv. Bonds represent a lower risk to investors than equity instruments. 
 
A. (i) and (ii) only 
B. (iii) and (iv) only 
C. (i), (ii) and (iii) only 
D. (i), (iii) and (iv) only 
 
1.4 What is the annual interest payment on a R1 million bond with a coupon rate 
of 10 per cent and a yield-to-maturity (YTM) of 8 per cent? 
A. R40 000 
B. R50 000 
C. R80 000 
D. R100 000 
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1.5 The bond price volatility will be greatest for which one of the following vanilla 
bonds, all trading at a 7 per cent yield to maturity? 
A. Coupon rate of 11 per cent and term to maturity of nine years 
B. Coupon rate of 10 per cent and term to maturity of 10 years 
C. Coupon rate of 9 per cent and term to maturity of eight years 
D. Coupon rate of 8 per cent and term to maturity of 11 years 
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1.6 Which ONE of the following measures of risk determines the total risk of an 
investment?  
 
A. Variance 
B. VaR 
C. Alpha 
D. Beta 
 
1.7 Consider bonds A and B with similar maturities but where bond A is more 
convex than bond B. Which ONE of the following statements is correct? 
A. If bond yields decrease by 100 basis points, the price of A will increase more 
than that of B.  
B. If bond yields rise, the duration of bond B will decrease at a faster rate than 
that of bond A. 
C. If bond yields change by 100 basis points, applying the modified duration rule 
will give a better estimate of the new price for bond A than for bond B.  
D. Investors will prefer bond B to bond A. 
 
1.8 Holding a long call option, with the premium of R5 and a strike price of R40 
when the underlying asset is trading at R60, implies that the position is 
 
A. out-of-the-money and showing a loss of R20 
B. in-the-money and showing a profit of R15 
C. out-of-the-money and showing a loss of R15 
D. in-the-money and showing a profit of R20 
 
1.9 A fall in the price of the underlying asset will have which of the following 
effects on the premiums of an option? 
i. Call premiums will rise. 
ii. Put premiums will fall. 
iii. Put premiums will rise. 
iv. Call premiums will fall. 
 
A. (i) and (ii) only 
B. (iii) and (iv) only 
C. (i), (ii) and (iii) only 
D. (i), (iii) and (iv) only 
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1.10 Market capitalisation can be defined as which ONE of the following? 
A. The total number of authorised shares multiplied by the current share price 
B. The total number of authorised shares multiplied by the fair value share price 
C. The total number of issued shares multiplied by the book value share price 
D. The total number of issued shares multiplied by the current share price  
 
1.11 Which ONE of the following types of preference share can be 
exchanged for ordinary shares on specified terms? 
A. Redeemable preference shares 
B. Convertible preference shares 
C. Participating preference shares 
D. Cumulative preference shares 
 
1.12 What are the characteristics of options? 
i. The seller has an obligation to honour the option. 
ii. The expiry date is a specified date in the future. 
iii. The strike price may vary daily. 
iv. The buyer has the choice to exercise the option. 
 
A. (i) and (ii) only 
B. (i), (ii) and (iv) only 
C. (i), (iii) and (iv) only 
D. (ii), (iii) and (iv) only 
 
 
1.13 Which of the following statements about interest rate swaps are 
correct? 
i. They are regarded as off-balance sheet financial instruments. 
ii. During the life of the swap, payments between the two parties are based on a 
notional principal amount. 
iii. The periodic payments are executed in two different currencies. 
iv. The two parties exchange their individual debt obligations on reference dates. 
 
A. (i) and (ii) only 
B. (iii) and (iv) only 
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C. (i), (ii) and (iii) only 
D. (i), (iii) and (iv) only  
 
1.14 A South African firm called Company Omega has borrowed money 
from a UK bank for 10 years and needs to pay the interest on the loan 
quarterly in British pounds. Which ONE of the following instruments will be the 
MOST suitable to hedge Company Omega’s exchange rate risk over the long-
run? 
A. A forward rate agreement 
B. A currency swap 
C. An interest rate swap 
D. A credit swap 
 
 
1.15 Which ONE of the following statements is correct with regard to the 
spot currency quote of EUR/USD = 1,3525/1,3530? 
A. EUR is the base currency and will be bought by a client at 1,3525. 
B. EUR is the base currency and will be bought by a client at 1,3530. 
C. USD is the base currency and will be bought by a client at 1,3525. 
D. USD is the base currency and will be bought by a client at 1,3530. 
 
QUESTION 2         [16] 
 
2.1 You must prepare a TB tender on behalf of your bank’s treasury department. 
The following information is supplied to you: 
• Yield required on 91-day bills: 6,5 per cent 
• Amount to tender: R50 million 
 
a) Calculate the discount rate of the TB.       (3) 
b) Calculate the actual tender price that will be submitted.    (3) 
c) Calculate the consideration payable by your bank if the tender is accepted. (3) 
d) Calculate the interest income/ return on this investment.    (3) 
 
2.2 Distinguish between systematic and unsystematic risk with reference to 
diversification.                    (4) 
                     
     
QUESTION 3         [11] 
 
A bond is issued with the following details:  
 Principal value: R4, 000, 000  
 Coupon rate: 7% 
 Coupon payment: 31 May and 30 November.  
 Register closes 20 days before interest payment date,  
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 Maturity day: 30 November 2027.  
The bond is traded (and settled) on 15 November 2018 at a yield of 5%.  
 
3.1 Draw a simple line diagram in which you outline the following events for this 
bond in the year 2018:                  (5) 
 Last coupon date (LCD) 
 Next coupon date (NCD) 
 Book closing date (BCD) 
 Last day to register (LCD) 
 Settlement date (S) 
 
3.2 If the clean price of this bond on the settlement date is R119,169%, determine 
the all-in price consideration of this bond.                                    (6)
  
  
  
QUESTION 4          [21] 
 
4.1 The company that you work for wants to build their own building so that they 
can save on renting in the future. They are not sure on how to raise the required 
capital and you have to recommend the best way to raise the capital, either 
debt or equity. 
 
NB: In   your recommendation, include the comparison of debt, ordinary shares 
and preference shares in terms of maturity, seniority of claim and voice in 
management.                                      (11) 
 
4.2 Differentiate between two different types of stock exchange.    (6) 
4.3 List the different types of the JSE boards or markets.      (4) 
 
 
QUESTION 5                    [17] 
 
5.1 Mrs Sparks has a bakery which supplies bread to major supermarkets. She 
believes that the price of flour which is her main ingredient is going to go up 
and wants to hedge against that. She has heard from his friend that he can buy 
an option to protect herself against future losses. Explain the following to her: 
a) What is an option.                    (2) 
b) The characteristics of an option specifying the potential loss to the buyer  (3) 
c) Should he buy a call or put option? Explain why?               (3) 
  
5.2 Foreign exchange market is a conduit between the local markets and the 
foreign markets. 
a) What are the three main sources of risk in the Foreign exchange market?  (3) 
b) List any three types of transactions in the foreign exchange market.             (3) 
c) Calculate the spread in percentage terms of the quotation USD/ZAR 
7,8925/7,8989.                    (3) 
 
 
